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MEMORANDUM FOR: fr. Raymona J. Albright
Vicn President, Planning and
Resenrch Divigion
Exnort-Import Rank
Wwashington, D.C. 20571

suaJzer ¢ Michanl Xaser's Article on Soviet Balance
o2 Payrmnis

OGRS MR MRENE

The attached is resnronsive to your request for our
cemments on Michael Kaser's article in a recent dssue of
tho International Curroncy Reviow., We have already made
oral ccauments to largaret Dray of vour offiice, some of
vhich wara incormorazed in her analvsis. As wou know, .
we are undating our estinatas of Soviet deht which will
Yo forwarded to :'ou by the end of the month. If ws can
be of further asaistance in téé§1gattar, nlesse ¢lo not
hesitate Lo call on us. .

CUMAURICE €. ERAIST
Dircctor
Eecanomic Rogearch

Attachnent:
h3 stated

: Distribution: (S-5680)

Orig. & 1 - Addressee w/att {

« = D/OER w/att ‘

- D/U w/att
8t/P/C w/att
-~ SA/ER w/att
- 8t/CS w/att
- 117D w/ntt
OER/D/U/TD; | (11 Dec 73)
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Highlights

The combination of eorrors and questionable methodology
loads to conclusions regarding current and future Soviet
indebtodness which are beliaved to be fnvalid. Some of the
more serious shortcomings of Kaser's analysis are as follows:

1. The Soviet dobt figure in 1971 is double what it
should be. The source which Kaser cites gave the nuaber as
$4 billion including the USSR and Eastern Europe and not just
the USSR, Using Kaser's mothodology but a more accurate
figura of $2 billici for Soviet debt, Soviet indebtedness
would come to about $4.5 billion for 1975 and roughly $12
billion for 1980 instead of $10 billion and $26 billion
respectively.

2. Kaser calculates new debt as the current year's
doficit plus annual debt service. This methodology may have
merits, but it ignores the realities of Soviet debt manage-
ment. By debt service Kaser means payments of interest only.
Dokt service (interest only) would take almost half of Soviet
exports projected for 1980. This is cleaxly an excessive
figure and would not be tolerated by Soviet authorities.

3. Kaser calculates the invisible deficit at $560
million in 1971, growing to $1.2 billion by 13580. Except
for 1973 when ship chartering expenditures were abnormally
high, the Soviet invisibles account has been roughly in
balance since 1970 and should be in surplus by 1975 or
possibly next year.

4. Kaser's calculations on gold reserves and sales
show some lack of clarity and at least one major error, e.q.,
the gold stock is understated in 1973 by more than $1 billion.
One is also left to estimate (or go to another source) to
determine what gold production is from his statenents.

In 1980 he shows sales of $700 million (242 tons at
$90 per ounce) with a deficit of $3.2 hillion and an accumu-
lated debt of more than $26 billion, but projects sales of
$885 million (more than 300 tons) in 1975 in 1975 when the
deficit is shown as only §2 billion and indebtedness as $10
billion. This seems to be predicated on his argurment that
the USSR will sell less gold by 1980 and will not let re-
serves fall below 1,600 tons. But his table shows gold
reserves in 1980 at almost 1,800 tons. :
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In sumnary, wo bolleve thak Mr. Raser's article is of
1ittle use to anyona dasiring to judge tho USSR's credit-
worthiness. Ilis meothodology indicates that he is not famil-
iar with tho manner in which the USSR finances its deficits,
liis astimates on invisibles show a lack of familliarity with
the elenants which go to make up the hard currency invisi-
bles account, ospccialli transportation and tourism. His
erroxrs throughout the piece, moreover, indicate some caro-=
lessness in compiling the table and accompanying explanations.

Approved For Release 2006/09/26 : CIA-RDP85T00875R001900010023-2
. -



Approved For Release 2006/09/26 : CIA-RDP85T00875R001900010023-2

Conmants on Taxt

Kaser's article on Soviat balanco of payments ig not
the first article ever to be published on the subject.
Marcella Caiola preparad gsome quite eoxtensive papers on the
Soviet balance of payments that werc published in IMF Staff
Papers in March 1962 (covering the years 1955-58) and in
the JEC's Dimensions of Sovist Economic Power in December
1972 (covering the ycars 1959-60).

Para, 1l: Kaser apparently assumes that hard currency coun-
tries arc identical to the Soviet concept of "industrially
developed capitalist countries." The latter category in-
cludes Finland and Greace, with which the USSR trades on a
barter basis, and excludes the LDCs with which the USSR
trades on a hard currency basis. The figures for exports
and imports for 1971-1973 and hence the deficits are con-
sequently incorrect.

Kaser'y estimates for invisible transactions are
puzzling. An estimate of $560 million for 1971 rising to
a $1.2 billion level by 1980 seems far out of line. This
is a major flaw in his balance ¢f payments model that by
it:self produces a cumulative invisible deficit of $8 bil-
lion for 1971-80, which Kaser says must be covere® by hor-
-rowing. With the exception of 1973, when the Soviets have
had to spend significant amounts of hard currency for
chartering vessels to carry grain, the transportation ac-
count is in surplus. Kaser himself says that Soviet freight
earnings will begin to yield significant offsetting income,
but he estimates the invisible deficit at a constant 19%
of imports every year through 1980,

Since 1970 (except for 1973) invisibles are esti-
mated to be essentially in balance and will probably be in
surplus by 1975 or even in 1974. Revenues from tourism,
transportation and other elements will probably offset
interest payments and other expenditures.

Para. 2: Kaser errs when he says that the USSR reacted :o

the hard currency problem by cutting back on imports of
machinery and equipment from the West. On the contrary,
imports of machinery and equipment from hard currency countries
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increased 33% to a rocoxd high of $1.3 billion in 1972 and
will rise to at least $1.5 billion ih 1973, It is true °
that imports of machinery and équipment from six countries
fell in 1972, but imports from another nine increcased to
more than offasct the decline. New contracts for machinery
and equipment were substantially higher in 1972 than in
1971 and will be higher yet in 1973.

Para. 3: Kaser corrcctly observes the omission of statis-
tics on grain trade. 1In regard to Sovioct imports of crude
oil from Iragq and Tibya, hewever, it is by no means clear
that hard currency was not involved. o

Para. 4: The discussion of US trade statistics and US .ex-
ports of grain secems to add little to the article. His
estimates of US exports of $700 million in grain to the
USSR in 1973 is in any case, too low.

Para. 5: Kaser suggests {hat the 4% growth in 1972 in
Soviet exports to hard nurrency trading partners (actually

- 6%) will not be exceeded by much during the remainder of
the decade using the standard argument of noncompetitive |
Soviet manufactures. He believes, however, that MFN would
help the USSR "do much better" in the US market. We believe
MFN will do little for the Soviets.

Para. 6: Kaser suggests the possibility of expanded Soviet
cxports to help offset the energy deficit in the US, but
counters this by citing an article of his -- as yet unpub-
lished -~ indicating that Soviet exports of crude oil to
non-CEMA countries will not increase in the 1970s.

Para. 7: See comments on table and notes.

Para. 8: Japan has not provided a $300 million credit for
the reconstruction of Pacific port facilities. The project
Kaser apparently has in mind is the development of a port
at Wrangel-Bay, the total cost of which is put at more than
$300 million. The Japanese arce providing an $80 million
credit to finance Soviet imports of machinery and equipment
for the project.

Para. 9: No comment.

Para. 1l0: No comment.
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Para. 11: According to Kaser, his wost "hazardous of the
postulates for the present exercise" is the bolief that

. Soviat plannors will not allow their gold reseorves to fall
below 1,600 tons after 1980. This postulate, however, isg
not unreasonable, although reserves could be allowed to
fall well below that. Because of increases in the price
of gold in recent years, Kaser speculates that the USSR
probably transferrod some of the incremental holdings to
the CEMA banks citing as evidence the bank's increased
hard currency loans to other CEMA countries. The reasoning
is difficult to comprehend. :

Para. 12: Kaser's estimates on the interest rates that the
USSR must pay are somewhat high. Most of the USSR's medium
and long-term indcbtedness is backed by Western government
guarantees which call for about 6% interest. Probably 90%
of the USSR's 1971 indebtedness was made up of government-
backed credits. If the balance was financed on the open
market at rates as high as 12%, the composite rate for the
entire indebtedness wouid be less than 7%. He raises the
rate for 1974-75 to 8-8%% and drops it to 74% in 1977-80,
with no reasons given.

pPara. 13, 14: See comments on table and notes.

Para. 15: All other things being egual, it is highly un-
Tikely that Western bankers would consider the USSR to be

a good credit risk if interest payments on accumulated

debt -- Kaser's interpretation of "debt service payments" --
amounted to 49% of its hard-currency export earnings.
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" Conmments on Mable and Notes

Line 1l.1l: Computation of total Soviet gold reserves at
free market prices is questionable. In the unlikely event
that all Sovict gold were sold in a given year, the price
would decline sharply. The agsumption that the price of
gold will average about $90 per ounce from 1973 to 1980

is alsc debatable.

The estimate of gold reserves in 1973 is incon-
sistent with Kaser's methodology. A gold stock of $4,255
million translates into 1,470 tons at $90 per ounce. In
1972 the gold stock of $3,370 million at $58 per ounce
implies a stock of 1,810 tons. But according to Kaser,
$325 million was sold in 1972 (174 tons). Even if no gold
were produced or consumed in the USSR in 1972, there would
still be 1,635 tons left and at $90 per ounce, the reserves
would be $4,735 million, and not $4,255 million. But Xaser
states in another article that net output in 1972 was 173 |
tons. Thus in 1973 gold stocks should be calculated at
1,809 tons or $5,237 million at $90 an ounce.

Line 1.2: Estimztes of convertible currency reserves at
5% seems much too low. This office believes that reserves
are at a minimum of 10% of the annual hard currency import
bill and probably higher. Our estimate includes the re-
serves of the Soviet banks abroad.

Line 1.3: No comment

Line 2.1l: Kaser misquotes the Financial Times source. The
debt referred to in the source includes Eastern Europe as
well. The Kaser estimate is wrong by about 100%. The Soviet
debt is closer to $2 billion. Thus, the projections compound
the original error.

Line 2.2: Kaser calculates indebtedness as the "present
backlog of commercial credit which is assumed to be rolled
over as it matures," while new debt "consists of the balance
of payments deficit plus debt servicing." The expression
"rolled over" is confusing. Most Soviet borrcwing is long-
term and normally is not rolled over. Short-term credits

are either repaid on maturity or rolled over, but they are
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not automatically rollend over and accumulated as Kaser
indicates. A little research would demonstrate that most
Soviet korrowing duus not correlate with annual current
account deficits. . : ' ‘

Line 2.3: Debt service according to Kaser 1ls corprised

wholly of inturest payments. Under his formula, payments

on principal evidently are not considered as port of debt

sexvice apparently because principal is not paid but rolled

ﬁzef. His estimates of interest charges are also a little
gl. L]

Line 2.4: Gold sales appear to be iu line through 1973.

His estimates for future years appear consistent with what
he projects in deficits. But the decline in sales by 1980
when he shows a deficit higher than any previous year seems
odd. It would leave the USSR witii more than his magic
reserve figure of 1,600 tons of gold that he claims that the
USSR will want to maintain.

Line 3.1: Imports for 1973 are estimated about $1 billion

' too iow. GCrowth of imports at 5+% annual average is pro-

bably too low.

Line 3.2: Growth of exports fiom 1972 at average annual

rate of less than 5% seems low.

Line 3.3: Visible deficit is too low for 1973.

Line 3.4: These estimates of the invisible deficit are far
out of line. They are calculated at abcut 1% of the value
of impoxts. In fact, it is estimated that except for 1973
when the USSR has had to spend considerable money to charter
bottoms for grain, the USSR has been in surplus in its
transportation account since 1970. Overall invisibles are
estimated to more or less offset one another (tourist
revenues plus other revenues, such as remittances are off-
set by intercest outlays and other expenditures. TFor the
period 1971-1980 Kaser thus impliesian curulative invisible
deficit of more than $8 billion! And this figure does not
even include interest payments.

Line 4.1: Allocation to reserve. No comment.

ILine 4.2: Increase in indebtedness. Derived from Line 2.1.
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Line 4.3: Lond-lcase paymants. Figﬁres are incorrect for
T97I=1972. -

Line 4.4: Convertible eclement in development loans. No
comment.

Line 4.5: Addition of lines 4.1 to 4.4,
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